TA I PA TEXAS AUTOMOBILE INSURANCE PLAN ASSOCIATION

ADMINISTRATION CITYVIEW BLDG. 3 + 1120 S. CAPITAL OF TEXAS HWY., STE. 105 » AUSTIN, TX 78746-6464
P.0. BOX 162890 « AUSTIN, TX 78716-2890

TEL. 512/444-4441  FAX 512/444-7368

http://www.taipa.org

Texas Automobile Insurance Plan Association Governing Committee Meeting
Friday, March 24, 2017 - 9:00 A.M.
Austin Marriott South, 4415 S. IH-35 Frontage Rd., Austin, TX 78744
Dress: Business Casual

1. Call to Order

2. Introductions

3. Reading of the Anti-Trust Statement

4. Election of Officers

5. Review and Approval of the Minutes of the November 18, 2016 Meeting (Exhibit 1)

6. Manager’s Report
A. Application Count Update
a. As of Yearend 2016 (Exhibit 2)
b. As of February 2017 (Exhibit 3)
Financial Update
a. As of Yearend 2016 (Exhibit 4)
b. As of January 2017 (Exhibit 5)
Application System Update
Actuarial RFP—Recommendation and Selection of Actuary (Exhibit 6)
Office Space Lease
Conflict of Interest Policy

W

nmoo

7. Audit/Finance Committee Report
A. Audit Engagement Letter (Exhibit 7)

8. Operations Subcommittee Report
A. Over/Under Report (Exhibit 8)
B. PP AIP Estimates Used in Quarterly Quota Estimates
9. Report of Counsel
A. Pending Plan of Operation Filing: Refunds for Cancellations
B. Legislative Update
10. Next Meeting—August 18, 2017, Via Teleconference
11. Manager Transition Subcommittee Report
12. Personnel Matters
13. Adjournment

The Governing Committee may take action on any matter of business identified in this notice. Portions of the
meeting will be conducted as a closed meeting, if permitted under Chapter 551, Government Code.
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TAIPA GOVERNING COMMITTEE MEETING MINUTES
NOVEMBER 18, 2016 AT 9:00 AM
AUSTIN MARRIOTT SOUTH

ATTENDEES:

VOTING MEMBERS:
Mary Carol Awalt, Public Member (Via teleconference)
Bill Brooks, Texas Farm Bureau Casualty (Chair)
George Cooper, State Farm
Kevin Curry, Travelers (Via teleconference)
Pete Hamel, Producer Member
Laura Hausman, Public Member (Via teleconference)
Carmelita Hogan, Public Member
Stephen Hylka, Liberty Mutual/Safeco (Via teleconference)
Becky Jackson, Public Member
Dick Lonquist, Public Member
Corise Morrison, USAA (Via teleconference)
Adam Payton, Producer Member
Thomas Rolling, Farmers
Jim Rowland, Allstate
David Weber, Hochheim Prairie

COUNSEL:
Mike Jones, Thompson, Coe, Cousins & Irons

TAIPA STAFF:
Stacy Dutton (Acting Manager)
Nicole Morgan (Minute Taker)

OTHERS:
Doug Beck, Farmers (Via teleconference)
Alisha Darden, Public Member Alternate
Kimberly Donovan, TDI
Terry Fain, Public Member Alternate (Via teleconference)
John Lusardi, Assigned Risk Solutions, Ltd. (Via teleconference)
Joe Matetich, OPIC
Ramon Montalvo, Producer Member Alternate
David Nardecchia, OPIC

ITEM 1: CALL TO ORDER
Bill Brooks called the meeting to order at 9:01 AM.

ITEM 2: INTRODUCTIONS
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Introductions were made.
ITEM 3: RECOGNIZE KEVIN CURRY’S SERVICE TO TAIPA

Kevin Curry has left the Governing Committee. He was recognized for his service as a
Governing Committee member from 2012-2016.

ITEM 4: READING OF THE ANTI-TRUST STATEMENT

Stacy Dutton read the Anti-Trust Statement:
“The creation and operation of the Texas Automobile Insurance Plan Association
is set forth in Chapter 2151 of the Texas Insurance Code. The Association is a
non-profit corporate body composed of all authorized insurers. The organization
was created to provide a means by which insurance may be assigned to an
authorized insurer for a person required by the Texas Motor Vehicle Safety-
Responsibility Act to show proof of financial responsibility for the future.
Members of the Association and of its Governing Committee, when involved in
meetings or other activities of the Association, are bound to limit their discussions
and actions to matters relating to the business of the Association, and shall not
discuss or pursue the business interest of individual insurers or others.”

ITEM 5: REVIEW AND APPROVAL OF THE MINUTES OF THE AUGUST 19, 2016 MEETING
(ExHIBIT 1)

It was moved by David Weber and seconded by Thomas Rolling to:
“Adopt the minutes.”
The motion carried unanimously.
ITEM 6: MANAGER’S REPORT

Stacy Dutton presented the Manager’s Report.

A. APPLICATION COUNT UPDATE AS OF OCTOBER 2016 (EXHIBIT 2)
TAIPA received 282 applications in October 2016, compared to 315 in October 2015,
which is a decline of about 10.5%. Year-to-date, TAIPA has received 2,818 applications
in 2016, compared to 3,019 in 2015, which is a decline of about 6.5%. Based on current
volumes, we estimate we will receive approximately 3,200 applications in 2016.

B. FINANCIAL UPDATE AS OF SEPTEMBER 2016 (EXHIBIT 3)
TAIPA expected to be at 75% of the budget used at the end of September and was just

under-budget at about 72%. The items that are currently over-budget were explained. We
expect to end the year on-budget.
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It was asked if TAIPA has projected expenses for additional subcommittee meetings
between now and yearend. TAIPA has allocated additional expenses for Manager
Transition Subcommittee meetings.

C. 2016 ACTUARIAL RFP

At the August Governing Committee Meeting, the board agreed to wait to send out the
Actuarial RFP until we received approval on the current rate filing. Our filing has been
approved, so we are now ready to send out the RFP.

Before sending out the RFP, the subcommittee would like guidance regarding who will
have the authority to make the vendor selection. The Governing Committee agreed by
consensus to have the Actuarial RFP Subcommittee review the bids and present their
recommendation to the board at the March 2017 Governing Committee Meeting.

D. 2017 REQUESTS FOR PROPOSAL (ATTORNEYS, AUDITORS)

TAIPA’s RFP procedure states that contracts in place for five years are to be evaluated
by the Governing Committee if they are over $20,000, or for certain categories of
expenses. TAIPA’s legal counsel and auditors are up for review in 2017. The Governing
Committee discussed those contracts last year and reached a consensus to continue with
each for another year.

TAIPA recommends continuing with our current legal counsel for another year because
of next year’s legislative session, and because we are in the middle of the manager
transition. TAIPA also recommends continuing with our current auditor, as we have a
very good relationship with our firm, and as new auditors are assigned to TAIPA each
year. The Governing Committee’s consensus was to forgo the legal and auditor RFP’s for
2017,

E. APPROVED PLAN OF OPERATION FILINGS: SB 956 AND SB 1554

At the August Governing Committee Meeting, we reported that we filed Plan of
Operation amendments for Senate Bills 956 and 1554, which were passed during the
2015 legislative session. Senate Bill 956 amended the Texas Insurance Code to require
insurers to deliver personal auto and residence policies within 30 days of the effective
date of the policy. SB 1554 amended the Texas Insurance Code to include county
mutuals as authorized insurers and remove the provision for exemption that was
previously available to them. The amendments were approved by a Commissioner’s
Order dated October 13, 2016. When reviewing the order, TAIPA staff noticed that TDI
mistakenly left off one of the Plan of Operation sections that was to be amended. TDI is
working on a second Commissioner’s Order to approve the missing section. Bulletins
regarding the approval will be sent out once we receive the second order.

ITEM 7: OPERATIONS SUBCOMMITTEE REPORT

David Weber presented the Operations Subcommittee Report.
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A. OVER/UNDER REPORT (EXHIBIT 4)
There was nothing noteworthy on the report.

B. TAIPA PROCEDURE CHANGES DUE TO SENATE BILL 956: DELIVERY OF INSURANCE
PoLICIES (EXHIBIT 5)

The Operations Subcommittee was tasked with determining if staff could make
procedural changes to help companies comply with the new, tighter timeline imposed by
SB 956. TAIPA staff presented their recommendations to the subcommittee on
November 1, 2016. The Operations Subcommittee recommends the Governing
Committee adopt the recommendations show in Exhibit 5.

It was moved by David Weber and seconded by George Cooper to:
“Adopt the recommendations presented by the Operations Subcommittee.”
The motion carried unanimously.

C. QUOTA CHANGES DUE TO SENATE BILL 784: TDI’s CALL FOR EXPERIENCE (EXHIBIT
6)

SB 784 was enacted to reduce the reporting requirements for insurance companies.
Unfortunately, TAIPA relied on the reporting of the quarterly AIP premiums as part of
the PP quota calculation, which have been eliminated by SB 784. The Operations
Subcommittee was tasked with determining a method of estimating quarterly AIP
premiums. The Operations Subcommittee recommends the Governing Committee adopt
the recommendations shown in Exhibit 6.

It was asked if there is any real benefit for companies to self-report their quarterly data,
or if it may be in a company’s best interest to wait for the annual true-up. If a company
self-reports, each quarter would likely be more accurate and there would be less
possibility of a fourth-quarter “spike” or “dip”. If a company does not self-report, TAIPA
will use the Bl premium reported to TICO and apply a multiplier to estimate total AIP
premium. Either way, a true-up will take place fourth quarter to reflect the actual
premiums reported to TDI. If a company wants to avoid the possibility of higher fourth-
quarter variances, self-reporting would be in their best interest.

It was asked when the quota changes would be implemented. They will be implemented
as soon as it is practical and possible to do so.

It was moved by David Weber and seconded by Dick Lonquist to:
“Implement the procedural changes relative to the company reporting
recommendations.”

The motion carried unanimously.

ITEM 8: REPORT OF COUNSEL
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Mike Jones presented the Report of Counsel.
A. PENDING PLAN OF OPERATION FILING: REFUNDS FOR CANCELLATIONS (EXHIBIT 7)

Exhibit 7 shows the amendment TAIPA filed with TDI in 2013 to comply with Senate
Bill 698. TAIPA’s Plan of Operation has separate standards for return premium due to
cancellations and endorsements. Our filing only included a change for cancellations, as
the bill did not specify it applied to endorsements. TDI has been working on a rule to
address some issues with this bill. Our filing has been pending at TDI, because we were
waiting to see how the rule would affect our amendment.

TDI has now issued their proposed rule. The rule includes a provision specifying it
applies to endorsements, so we will need to amend our filing. Counsel’s recommendation
is to take the approach we have used on the most recent Plan of Operation amendment,
and simply state that companies must return premium in accordance with statute. Once
TDI issues their final rule, staff will work with counsel to amend the filing, and will
present it at the March 2017 Governing Committee meeting.

TDI’s proposed rule also provides that the date to be used is either the effective date of
the cancellation/endorsement or the date the company receives notice to cancel/change
the policy, whichever is later.

B. TAIPARATES

TAIPA made a rate filing on September 7%". No hearing was held, as the changes did not
exceed 105% of the current rates. TDI published notice of our filing on September 23,
and did not receive any comments. The Commissioner approved our order on November
1%, The order provides for an overall PP rate change of +4.2%, and an overall OTPP
change of +2.5%. The new rates are effective February 1, 2017. A bulletin has been sent
out to all companies regarding the approved rates.

C. RAFAEL IsLAS LAWSUIT

Earlier this year, Rafael Islas sued TAIPA, along with the assigned company, the
adjuster, the adjuster’s company, the agent, and the agent’s company. The plaintiff’s
claim was that TAIPA sent a binder letter stating coverage has been bound, but then the
adjuster said there was no coverage. Thompson, Coe, Cousins & Irons filed an answer
and had to provide some discovery. Happily, the assigned company has settled with the
plaintiff, TAIPA has been non-suited, and the other defendants were dismissed with
prejudice. This matter is now resolved. Technically, the plaintiff could refile his suit, but
itis not likely.

D. LEGISLATIVE UPDATE

The 2017 legislative session starts on January 10, 2017 and runs through May 29, 2017.
Thompson, Coe, Cousins & Irons will monitor the bills and will look for matters that may
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affect TAIPA. Generally, TAIPA does not engage in any lobbying, as anything that
would affect the companies would be handled by their trade associations.

ITEM 9: MANAGER TRANSITION SUBCOMMITTEE REPORT

Thomas Rolling present the Manager Transition Subcommittee Report.

The committee met on September 2", 12", and 30", as well as November 4", They
reviewed the current Plan of Operation, key components of the statute relative to
TAIPA'’s structure, the 2016 organizational structure, TAIPA job descriptions, and key
duties of exempt and non-exempt staff. The committee’s discussion centered on ensuring
a smooth transition, the Plan of Operation relative to the appointment of a manager, and
the current business trends. The committee pondered short-term and long-term changes
and has determined a need to revisit the current structure with a short-term and long-term
approach. It is the committee’s intent to have a more in-depth discussion of this
personnel matter during a closed session today. No significant changes to the current
operation are anticipated. The committee will continue to work with TAIPA staff on the
short- and long-term plan.

ITEM 10: PERSONNEL MATTERS

Acting under authority of Government Code 551.074, the Governing Committee
commenced a closed meeting at 9:53 AM. The open meeting resumed at 11:45 AM.

It was moved by Thomas Rolling and seconded by George Cooper to:
“Direct the Acting Manager to engage HR consulting firm Intelligent
Compensation, in consultation with the Manager Transition Subcommittee, to
review the current organizational structure and provide a recommendation to the
Governing Committee by February 1, 2017.”

The motion carried unanimously.

It was moved by David Weber and seconded by Thomas Rolling to:
“Authorize Bill Brooks to conduct an interim review of the staff.”
The motion carried unanimously.

ITEM 11: 2017 BUDGET (EXHIBIT 8)

TAIPA requested a 2017 budget of $1,011,200, which is a 7.64% decrease from 2016.
The major items accounting for an increase are for a 3% salary increase, for our
scheduled rent increases, for higher legal expenses due to the manager transition and the
legislative session, and for Intelligent Compensation’s expected work. The major item
accounting for a decrease is our pension. Our required contribution has decreased due to
the expiration of a significant portion of our shortfall amortization. As of January 1,
2017, TAIPA’s pension is expected to be funded at 99.4%, with the entire plan expected
to be funded at 99.1%.

TAIPA requested a 2017 assessment of $995,900, which is the annual budget minus
depreciation. In the past, we’ve used excess carryover cash to reduce the assessment
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further, but we do not recommend that this year because we have only about three weeks
of carryover. We do believe this amount of carryover will be sufficient, as we typically
receive about 20% of the annual assessment by the third week of January. If necessary,
we do have the $300,000 line of credit with Frost, although we do not foresee using it.

It was moved by David Weber and seconded by Pete Hamel to:
“Adopt the budget in the amount of $1,011,200 and the assessment in the amount

of $995,900.”
The motion carried unanimously.

ITEM 12: 2017 MEETING DATES (EXHIBIT 9)
The 2017 meetings are show in Exhibit 9.

The Governing Committee agreed by consensus to cancel the hotel contract for the
November 2017 meeting, and to book at a different location.

ITEM 13: ADJOURNMENT

There being no further business to discuss, it was moved by David Weber and seconded
by George Cooper to:

“Adjourn the meeting.”
The motion carried unanimously. The meeting adjourned at 11:55 AM.

O 7ph /- 29- /6

Signature of Secretary Date Signed

bavio' 7 We ber

Printed Name of Secretary
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Monthly Total (Dec. 2016)
Private Passenger Commercial
EASI Applications 221 25
Paper Applications 0 0
Total Applications Received 221 25
Applications Assigned 202 23
Apps Returned for Correction 19 2
Applications Deficient 16 3
Applications with SR-22s 20 0
Total Applications Received in Dec. 2015: 225
Total Applications Received in Dec. 2016: 246
Year to Date Total (as of Dec. 2016)
Private Passenger Commercial
EASI Applications 2964 363
Paper Applications 2 7
Total Applications Received 2966 370
Applications Assigned 2744 345
Apps Returned for Correction 219 22
Applications Deficient 50 19
Applications with SR-22s 280 1
Total Applications Received YTD (as of Dec. 2015): 3,510
Total Applications Received YTD (as of Dec. 2016): 3,336
YTD Percent Change from Dec. 2015 to Dec. 2016: -4.96%
Application Assignment History*
1994: 716,036 2002: 66,153 2010: 8,725
1995: 461,059 2003: 74,506 2011: 7,364
1996: 214,744 2004: 47,434 2012: 5,898
1997: 95,461 2005: 31,517 2013: 4,708
1998: 55,041 2006: 23,634 2014: 3,628
1999: 47,108 2007: 16,780 2015: 3,217
2000: 44,945 2008: 12,896 2016: 3,089
2001: 53,477 2009: 10,299
*Application Assignment History based on applications assigned, not received.
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We ended 2016 with 3,336 applications received, which is just 4.96% fewer than in 2015. This is the
lowest annual decrease we’ve seen since TAIPA volume began its downward trend back in 2004.

Percent Decrease in TAIPA Volume 2004-2016

-40.00%
-35.00%
-30.00%
-25.00%
-20.00%
-15.00%
-10.00%
-5.00%
0.00%

2004 2005 2006 2007 2008 2000 2010 2011 2012 2015 2014 2015 2016

The chart below indicates that volume does indeed appear to be “bottoming out”. We expect 2017 to be
fairly similar to 2016.

TAIPA Applications Received 2004-2016

004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016



Exhibit 3, Page 1

Monthly Total (Feb. 2017)
Private Passenger Commercial
EASI Applications 263 37
Paper Applications 0 0
Total Applications Received 263 37
Applications Assigned 255 37
Apps Returned for Correction 8 0
Applications Deficient 23 10
Applications with SR-22s 12 0
Total Applications Received in Feb. 2016: 275
Total Applications Received in Feb. 2017: 300
Year to Date Total (as of Feb. 2017)
Private Passenger Commercial
EASI Applications 537 79
Paper Applications 0 0
Total Applications Received 537 79
Applications Assigned 520 77
Apps Returned for Correction 16 2
Applications Deficient 43 12
Applications with SR-22s 24 0
Total Applications Received YTD (as of Feb. 2016): 537
Total Applications Received YTD (as of Feb. 2017): 616
YTD Percent Change from Feb. 2016 to Feb. 2017: 14.71%
Application Assignment History*
1994: 716,036 2002: 66,153 2010: 8,725
1995: 461,059 2003: 74,506 2011: 7,364
1996: 214,744 2004: 47,434 2012: 5,898
1997: 95,461 2005: 31,517 2013: 4,708
1998: 55,041 2006: 23,634 2014: 3,628
1999: 47,108 2007: 16,780 2015: 3,217
2000: 44,945 2008: 12,896 2016: 3,089
2001: 53,477 2009: 10,299
*Application Assignment History based on applications assigned, not received.
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Texas Auto Ins. Plan Assoc.

Statement of Financial Position
As Of December 31, 2016
Unaudited

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable
Prepaid expenses
Total current assets

Property and Equipment
Furniture and equipment
Computer equipment
Leasehold improvements
Computer software

Less accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS

Current Liabilities
Accounts payable
Accrued vacation
Accrued payroll liabilities
Total current liabilities

Other Liabilities
Accrued pension benefit costs

Deferred lease benefit
Total other liabilities

Net (Deficiency) Assets
Unrestricted
Total net assets

Total liabilities and net assets
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91,426
150
25,005

116,580

38,921
23,762
50,007
34,858

147,549
110,909

36,640

153,220

13,632
39,113
8,416

61,162

314,442
17,564

332,006

(239,947)

(239,947)

153,220
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Texas Auto Ins. Plan Assoc.

Statement of Activities
For the period ended December 31, 2016

Unaudited
Changes in unrestricted net assets
Current
Revenues YTD
Member assessments $ 1,000,400
Interest income 290
Assessment penalties 5,259
Total revenues 1,005,948
Expenses
Salaries and related expenses 633,453
Occupancy expenses 133,529
Professional Services 133,074
Depreciation & amortization 15,430
Postage and delivery 19,548
Office supplies and expense 18,091
Governing committee 18,042
Computer supplies & expenses 7,656
Subcommittee meetings 4,630
Staff education & seminars 8,086
Miscellaneous 6,700
Staff expense 2,473
Dues and subscriptions 1,636
Total operating expenses 1,002,346
Other revenues (expenses)
Pension minimum liability adjustment 78,938
Total other revenue (expenses) 78,938
Increase (decrease) in unrestricted net assets 82,540
Net assets (deficiency) at beginning of year (322,487)

Net assets (deficiency) as of December 31, 2016 $ (239,947)
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Texas Auto Ins. Plan Assoc.

Statement of Financial Position
As Of January 31, 2017
Unaudited

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable
Prepaid expenses
Total current assets

Property and Equipment
Furniture and equipment
Computer equipment
Leasehold improvements
Computer software

Less accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS

Current Liabilities
Accounts payable
Accrued vacation
Accrued payroll liabilities
Deferred revenue
Total current liabilities

Other Liabilities
Accrued pension benefit costs

Deferred lease benefit
Total other liabilities

Net (Deficiency) Assets
Unrestricted
Total net assets

Total liabilities and net assets
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767,345
246,931
24,610

1,038,886

38,921
23,762
50,007
34,858

147,549
112,180

35,369

1,074,255

15,059
39,113
8,478
913,000

975,650

314,442
17,564

332,006

(233,401)

(233,401)

$

1,074,255
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Texas Auto Ins. Plan Assoc.

Statement of Activities
For the period ended January 31, 2017

Unaudited
Changes in unrestricted net assets
Current
Revenues YTD
Member assessments $ 83,000
Interest income 6
Total revenues 83,006
Expenses
Salaries and related expenses 44,087
Occupancy expenses 12,083
Professional Services 12,746
Depreciation & amortization 1,271
Postage and delivery 3,396
Office supplies and expense 961
Computer supplies & expenses 689
Subcommittee meetings 500
Staff education & seminars 83
Miscellaneous 169
Staff expense 95
Dues and subscriptions 381
Total operating expenses 76,460
Other revenues (expenses)
Total other revenue (expenses) -
Increase (decrease) in unrestricted net assets 6,546
Net assets (deficiency) at beginning of year (239,947)

Net assets (deficiency) as of January 31, 2017 $ (233,401)
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ATCHLEY & ASSOCIATES..

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

February 27, 2017

Audit Committee

Texas Automobile Insurance Plan Association
1120 South Capital of Texas Highway
CityView Building 3, Ste. 105

Austin, Texas 78746

This letter is to explain our understanding of the arrangements for the services that Atchley &
Associates, LLP (the Firm) is to perform for Texas Automobile Insurance Plan Association for the year
ending December 31, 2016. We ask that you either confirm or amend this understanding.

The Objective and Scope of the Audit of the Financial Statements

You have requested that we audit the financial statements of Texas Automobile Insurance Plan
Association (TAIPA), which comprise the statement of financial position as of December 31, 2016,
and the related statements of activities and cash flows for the year then ended, the related notes to the
financial statements, and the supplemental comparison of revenues and expenses versus budget. We
are pleased to confirm our acceptance and our understanding of this audit engagement by means of this

letter.

Our audit will be conducted with the objective of our expressing an opinion on the financial
statements.

The Responsibilities of the Auditor

We will conduct our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement. An
audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

Because of the inherent limitations of an audit, together with the inherent limitations of internal
control, an unavoidable risk that some material misstatements may not be detected exists, even though

1005 La Posada Drive ¢ Austin, Texas 78752-3815
T. (512) 346-2086 + (877) 977-6850 « F: (512) 338-9883 « www.atchleycpas.com
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the audit is properly planned and performed in accordance with GAAS. Also, an audit is not designed
to detect errors or fraud that are immaterial to the financial statements.

In making our risk assessments, we consider internal control relevant to TAIPA’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances but not for the purpose of expressing an opinion on the effectiveness of TAIPA’s
internal control. However, we will communicate to you in writing concerning any significant
deficiencies or material weaknesses in internal control relevant to the audit of the financial statements

that we have identified during the audit.

We will also communicate to the audit committee (a) any fraud involving senior management and
fraud (whether caused by senior management or other employees) that causes a material misstatement
of the financial statements that becomes known to us during the audit, and () any instances of
noncompliance with laws and regulations that we become aware of during the audit (unless they are

clearly inconsequential).

Our services under this Engagement Letter do not include services for tax return preparation, tax
advice, or representation in any tax matter. Nevertheless, we may discuss with you certain tax
considerations or provide you with tax information that may be relevant to our services. Any such
discussions or information would be based upon limited tax research, limited due diligence, and
limited analysis regarding the underlying facts. Because additional research or a more complete
review of the facts could affect our analysis and conclusions the information provided during these
discussions should not be used as the basis for proceeding with any transaction or any tax return

reporting.

The Responsibilities of Management and Identification of the Applicable Financial Reporting
Framework

Our audit will be conducted on the basis that management and, when appropriate, those charged with
governance, acknowledge and understand that they have responsibility

a. For the preparation and fair presentation of the financial statements in accordance with accounting
principles generally accepted in the United States of America;

b. For the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due to

fraud or error; and

¢. To provide us with:

(1) Access to all information of which management is aware that is relevant to the preparation and
fair presentation of the financial statements such as records, documentation, and other matters;

(2) Additional information that we may request from management for the purpose of the audit; and

(3) Unrestricted access to persons within the entity from whom we determine it necessary to obtain
audit evidence.
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As part of our audit process, we will request from management and, when appropriate, those charged
with governance written confirmation concerning representations made to us in connection with the

audit including among other items:

That management has fulfilled its responsibilities as set out in the terms of this letter; and

b. That it believes the effects of any uncorrected misstatements aggregated by us during the current
engagement and pertaining to the latest period presented are immaterial, both individually and in
the aggregate, to the financial statements taken as a whole.

Management is responsible for identifying and ensuring that TAIPA complies with the laws and
regulations applicable to its activities, and for informing us about all known material violations of such
laws or regulations. In addition, management is responsible for the design and implementation of
programs and controls to prevent and detect fraud, and for informing us about all known or suspected
fraud affecting the entity involving management, employees who have significant roles in internal
control, and others where the fraud could have a material effect on the financial statements.
Management is also responsible for informing us of its knowledge of any allegations of fraud or
suspected fraud affecting the entity received in communications from employees, former employees,
analysts, regulators, or others.

Management is responsible for the preparation of the supplementary information in accordance with
accounting principles generally accepted in the United States of America. Management agrees to
include the auditors’® report on the supplementary information in any document that contains the
supplementary information and that indicates that the auditors have reported on such supplementary
information. Management also agrees to present the supplementary information with the audited
financial statements or, if the supplementary information will not be presented with audited financial
statements, to make the audited financial statements readily available to the intended users of the
supplementary information no later than the date of issuance of the supplementary information and

auditors’ report thereon.

The audit committee is responsible for informing us of its views about the risks of fraud within
TAIPA, and its knowledge of any fraud or suspected fraud affecting TAIPA.

Because the Firm will rely on TAIPA and its management and audit committee to discharge the
foregoing responsibilities, TAIPA holds harmless and releases the Firm, its partners, and employees
from all claims, liabilities, losses, and costs arising in circumstances where there has been a knowing
misrepresentation by a member of TAIPA’s management which has caused, in any respect, the Firm’s
breach of contract or negligence. This provision shall survive the termination of this arrangement for

services.

TAIPA’s Records and Assistance

If circumstances arise relating to the condition of TAIPA's records, the availability of appropriate audit
evidence, or indications of a significant risk of material misstatement of the financial statements
because of error, fraudulent financial reporting, or misappropriation of assets, which in our
professional judgment, prevent us from completing the audit or forming an opinion, we retain the
unilateral right to take any course of action permitted by professional standards, including declining to
express an opinion, issue a report, or withdraw from the engagement.




Exhibit 7, Page 4

During the course of our engagement, we may accumulate records containing data that should be
reflected in TAIPA's books and records. TAIPA will determine that all such data, if necessary, will be
so reflected. Accordingly, TAIPA will not expect us to maintain copies of such records in our
possession.

The assistance to be supplied by Organization personnel is described in the attached client participation
list, which outlines the specific schedules and analyses that should be completed by TAIPA personnel.
The participation list has been discussed with and agreed to by Nicole Morgan, Accounting
Coordinator. The timely and accurate completion of this work is an essential condition to our
completion of the audit and issuance of our audit report.

If, in connection with our audit, you request us to perform accounting services necessary for the
preparation of the financial statements (such as maintaining depreciation schedules, computing the
provision for income taxes, drafting the financial statements, etc.), you agree to designate an
appropriate individual to oversee the services, make all management decisions involved in those
services, evaluate the adequacy and results of the services, and accept responsibility for the results of
the services.

Fees, Costs, and Access to Workpapers

Qur fees for the audit and accounting services described above are based upon the value of the services
performed and the time required by the individuals assigned to the engagement, plus direct expenses.
Our fee estimate and completion of our work is based upon the following criteria:

a. Anticipated cooperation from Organization personnel
b. Timely responses to our inquiries

c. Timely completion and delivery of client assistance requests

d. Timely communication of all significant accounting and financial reporting matters

e. The assumption that unexpected circumstances will not be encountered during the engagement

If any of the aforementioned criteria are not met, then fees may increase. Interim billings will be
submitted as work progresses and as expenses are incurred. We will notify you immediately of any
circumstances we encounter which could significantly affect our initial estimate of audit fees,
excluding direct out-of-pocket expenses, estimated to be $17,950. All other provisions of this letter
will survive any fee adjustment. In accordance with our firm policies, work may be suspended if your
account becomes sixty or more days overdue and will not be resumed until your account is paid in full.
If we elect to terminate our services for nonpayment, our engagement will be deemed to have been
completed upon written notification of termination even if we have not completed our report. You will
be obligated to compensate us for all time expended and to reimburse us for all out-of-pocket
expenditures through the date of termination.
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You may terminate the arrangement at any time by written notice to us. Termination for any reason
will not affect your obligation to pay us for fees and expenses incurred prior to termination or in
transferring files to and otherwise cooperating with any successor auditor. All provisions of this
arrangement will survive termination or cancellation, except that (a) we will not have any obligation to
provide services after termination and () you will not have any obligation to pay us for any services
that we perform after termination, except for costs incurred to cooperate with a successor auditor or

regulatory agency subpoena or inquiry.

Our professional standards require that we perform certain additional procedures, on current and
previous years’ engagements, whenever a partner or professional employee leaves the firm and is
subsequently employed by or associated with a client in a key position. Accordingly, TAIPA agrees it
will compensate the Firm for any additional costs incurred as a result of TAIPA's employment of a

partner or professional employee of the Firm.

In the event we are requested or authorized by TAIPA or are required by government regulation,
subpoena, or other legal process to produce our documents or our personnel as witnesses with respect
to our engagement for TAIPA, TAIPA will, so long as we are not a party to the proceeding in which
the information is sought, reimburse us for our professional time and expenses, as well as the fees and
expenses of our counsel, incurred in responding to such requests.

In a legal action in which the Firm or its partners are not the defendants, we shall also be entitled to
fees at $400.00 per hour and reimbursements for testimony if we are subpoenaed as a witness in a
subsequent litigation by third parties and such testimony involves the work we performed pursuant to
this agreement. If we are ordered by a state or federal judge to permit the subsequent inspection and/or
reproduction of files, records, and other documents relating to work performed by us pursuant to this
agreement, then you agree that we may comply with these orders without prior notice to you.

Claim Resolution

TAIPA and the Firm agree that no claim arising out of services rendered pursuant to this agreement
shall be filed more than two years after the date of the audit report issued by the Firm or the date of this
arrangement letter if no report has been issued. TAIPA waives any claim for punitive damages. The
Firm’s liability for all claims, damages and costs of TAIPA arising from this engagement is limited to
the amount of fees paid by TAIPA to the Firm for the services rendered under this arrangement letter.

Indemnification is intended to protect the Firm and its principals and employees against being named
in any lawsuit arising from this engagement as a result of having completed this engagement. You
shall indemnify the Firm and its principals and employees and hold us harmless from all claims,
liabilities, losses, and counsel fees and expenses unless it shall have been determined by a court of
competent jurisdiction that we have acted negligently in the performance of the work covered by our
engagement. In no event shall the Firm and its principals and employees be liable for consequential,
special, incidental or punitive loss, damage or expense (including without limitation, lost profits,
opportunity costs, etc.) even if we have been advised of their possible existence.
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If a dispute arises out of or relates to this contract or engagement letter, or the obligations of the parties
therein, and if the dispute cannot be settled through negotiation, the parties agree first to try in good
faith to settle the dispute by mediation using the Commercial Mediation Rules of the American
Arbitration Association (AAA) before resorting to arbitration, litigation, or some other dispute
resolution procedure. Thereafter, any unresolved controversy or claim arising from or relating to this
contract or the obligations of the parties hereunder shall be settled by arbitration administered using the
American Arbitration Association or another mutually agreeable arbitration service using the AAA
Arbitration Rules for Professional Accounting and Related Services Disputes and judgment on the
award rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof.

Reporting

We will issue a written report upon completion of our audit of TAIPA’s financial statements. Our
report will be addressed to the governing committee of TAIPA. We cannot provide assurance that an
unmodified opinion will be expressed. Circumstances may arise in which it is necessary for us to
modify our opinion, add an emphasis-of-matter or other-matter paragraph(s), or withdraw from the

engagement.

This letter constitutes the complete and exclusive statement of agreement between the Firm and
TAIPA, superseding all proposals, oral or written, and all other communications, with respect to the
terms of the engagement between the parties.

Please sign and return the attached copy of this letter to indicate your acknowledgment of, and
agreement with, the arrangements for our audit of the financial statements including our respective

responsibilities.

Atchley & Associates, LLP

Confirmed on behalf of TAIPA:

Audit Committee or Board Chair Date

Nicole Morgan, Special Projects/Accounting Date
Coordinator
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